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This paper is a study of the private domestic property
market in Hong Kong for the past 10 years. It is hoped that this
paper could help genuine buyers and developers to have a better
picture of the private domestic property market in Hong Kong. -In
this research project, existing economic theories and regression
analysis have been used. Our findings are described in the last
chapter of the paper.
In short, our study indicates that the behaviour and price
fluctuations of Hong Kong's private domestic property market in the
past 10 years have been very natural and could well be explained by
existing fundamental economic theories. By following the methods
as described in the paper, it is not that difficult to assess and
decide whether it is the suitable time to purchase a flat in the
long run (say 5 years). However, estimating the price movements in
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1CHAPTER I
INTRODUCTION
The prices of the domestic premises in Hong Kong rose by
297% during the period from 1974 to 1983. Some people say that
Hong Kong is a place very much different from other parts of the
world. Speculation plays a very important part in Hong Kong and
therefore the fluctuations of the property price in the private
domestic sector cannot be explained by traditional academic
economic theories. However, we believe that property price in the
free market depends mainly on the basic economic factors. Economic
force cannot be resisted or changed by speculators. We do not
believe that speculation will affect the property market in the
long run and therefore we attempt to explain the price fluctuations
by the existing economic theories.
We begin our analysis by obtaining the relevant historical
data and observing the relationships among the different quantities
by simple graphical methods. Interesting results have been
obtained as described in Chapter 2. We find out that the price
fluctuations follow the Cobweb Theorem extremely well. This
clearly indicates that Hong Kong's property market is very natural
and can well be explained by economic theories.
We then briefly describes the Cobweb's Theorem and formulatE
models by regression analysis. From the models, we can find out
how the major factors affect the price, supply and demand of the
property market. Factors other than supply and demand which affect
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the price of the domestic property market are also explained.
Inflation, vacancy, interest rate, rental prices, public housing,
construction costs, expectations of buyers and sellers, Government
interventions etc., all have influences on the property price.
In the concluding chapter, we first summarize our important
findings from the various anlaysis. We then give our assessment of
the present domestic property market together with our expectations
of the future price of the domestic properties.
3CHAPTER II
OBSERVATIONS OF THE PRIVATE DOMESTIC PROPERTY
MARKET FROM 1974 TO 1983
Brief Description
The ideal analysis is to analyse specific segments in the
deomstic market classified by size and by district. Originally, we
intended to choose a specific zone (e.g. Hong Kong Island) for
analysis where there has been comparatively less development in the
past 10 years so that improvements in infra-structure such as MTR,
Lion Rock Tunnel, highways, new town development etc. are not
important in determining the price changes. Also we intended to
analyse the price of large flats and small flats separately since
their prices did not fluctuate in the same manner. However,
difficulties were encountered in gathering information from the
Property Market in the various years. The data available are not
detail enough to enable the separation of information and data
among each districts as well as among each size group. The
information and graphs presented in this paper are therefore the
average figures combining all the districts and all the size groups
of the various properties in Hong Kong.
Definition of the Various Terms
Supply- the total number of units available for occupation at the
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end of a specific year irrespective of age, size and
location of the property.
Per capita supply- supply divided by the population.
Demand- the total number of units that are being occupied at the
end of a specific year according to Government's record.
This number is taken irrespective of whether the property
is owner-occupied or rented as well as irrespective of
age, size and location of the property.
Per capita demand- demand divided by the population.
Vacancy- the difference between supply and demand.
Per capita vacancy- vacancy divided by the population.
Vacancy Rate- vacancy expressed as a percentage of the supply.
Nominal Price- the average property price expressed as Hong Kong
dollars per square metre. The average is obtained by
giving equal weights to the various size groups classifies
as size A to size E accordinq to Property Review.
Real Price- the nominal price divided by either the wage index or
the consumer price index as stated.
Wage Index- the figures are provided by Census and Statistics
Department, Hong Kong Government. The wage index is 10C
in January 1974.
Consumer Price Index- The index is 100 in January 1974.
Average Interest Rate- the weighted average prime rate during a
specific year.
Sources of Information and Graphical
Presentation of Data
Information and data for the analysis are mainly obtained
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from the following:-
(i) Property Review issued by the Census and Statistics
Department, Hong Kong Government (1975 to 1983).
(ii) Wage Statistics, September 1981.
(iii) Quarterly Report of Wages, Salaries and Employee
Benefits Statistics, June 1984.
(iv) Consumer price index.
The data obtained are presented graphically as shown in
Appendix which includes the following:-
(i) Data in table form
(ii) Supply versus Time
(iii) Demand versus Time
(iv) Wage Index versus Time
(v) Consumer Price Index versus Time
(vi) Nominal Price versus Time
(vii) Vacancy Rate versus Time
Findings from the Graph of
Real Price versus Time
Inflation in the whole economy will certainly cause the
property price to go up. Either the wage index or the consumer
price index can be used as a measure of inflation. By dividing the
nominal price by the wage index or the consumer price index, we can
eliminate the effects of inflation on the property price and hence
obtain the real price. Interesting results can be obtained from
the graphs as shown in Figure.l to Figure 3.
6
Figure 1



















Real Price versus Time
(Wage Index as Deflator
Real PricE
















74 75 76 77 78 79 80 81 82 83
8
Figure 3
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Figure 1 illustrates that the nominal price rose from $2,700
per m2 in 1975 to a peak of $11,400 m2 in 1981 and then dropped
to $8,000 per m2 in 1983. Apparently, the price $8,000 per m2
in 1983 is still very high.
Figure 2 and 3 illustrates that the real prices were at a
low level from 1974 to 1976. The real price started to rise since
1977, climbed to the peak in 1980 and then dropped back to a low
level in 1983. It is interesting to note that in 1983, the real
price has already dropped to the same real price level as those
days in 1974 to 1978. This fact cannot be realized by looking at
Figure 1. If the following factors are considered, the real price
in 1983 will be even lower.
1. The new town developments in the New Territories
together with the completion of highways, tunnels and
other infra-structures had caused the property prices in
the N.T. to climb up more than those properties in urban
areas. That is to say, lower relative price will be
obtained in 1983 if only the Hong Kong District, or only
urban areas are considered in the analysis.
2. The completion of MTR system also caused the property
price along its line to increase more than those in
other areas.
It is also noticed that the wage index has increased more rapidly
than the consumer price index since 1974. As a result, the peak of
the real price (in 1980) is 47 units in Figure 2 but 64 units in
Figure 3 although the starting points in 1974 are more or less the
same in the 2 graphs. Nevertheless, both Figure 2 and Figure 3
indicates that the real price in 1983 is at a historical low level
since 1974.
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Findings from the Graphs of Real Price versus
Vacancy Rate and Per Capita Vacancy
Both the wage index and the consumer price index are
measures of inflation. However, since the consumer price index
reflects the price of necessities while the wage index reflects the
purchasing power, which is a more relevant factor affecting the
property price, the real price using the wage index as deflator is
chosen for the analysis here. Interesting results are found in the
graphs of real price versus vacancy rate and real price versus per
capita vacancy as shown in Figure 4 and Figure 5 respectively.
Without connecting the points in the graphs in the sequence of the
time periods, little can be seen from the graphs. However, once
the points in the graphs are traced year after year since 1974, a
phenomenon similar to that explained in Cobweb Theorem on dynamic
models is demonstrated in the graphs. The Cobweb Theorem is
explained in Chapter 3 and further explanations can be found in the
books listed in the Bibliography. In brief, the theorem points out
that a special phenomenon occurs when the demand depends on the
price at time t (current price) while the supply depends on the
price at time t-1 (price at an earlier period). It takes
approximate 2 years for a property development to complete after
the planning of the development has started. The real price in the
property market as shown in Figure 4 and 5 therefore best
illustrates this phenomenon. As shown in the graphs, it seems that
vacancy rate or per capita vacancy is a good measure of the market
force due to unbalanced supply and demand, which forces the real
price to go up or down.
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It can also be seen in the graphs that there are cycles in
the movements of the real price. Although there are insufficient
data to reflect the complete cycle, we believe that we can divide
the cycle into 4 stages as illustrated in Figure 4. The dividing
lines of the 4 stages are approximate at vacancy rate equals to
3.8% (natural vacancy rate) and real price equals to 35 units.
Similar results can be obtained if we divide Figure 5 into 4
stages. However, it is emphasized that the dividing lines are
dynamic and should vary with time according to environment and
other factors. Descriptions of the 4 stages are as followings:-
1. Stage I- This stage occupies that portion of the graph where
the real price is less than 35 units and the vacancy rate is
less than 3.8%. During this period (e.g. 1974 to 1978), both
the real price and the vacancy rate are low. Whenever there is
an increase in purchasing power, or an increase in demand, or a
shortage of supply due to low profits, the real price will go
up and the market will move to Stage II. Stage I can be
considered as a recovering period following depressions.
2. Stage II- This stage occupies that portion of the graph where
the real price is above 35 units while the vacancy rate is less
than 3.8%. The years 1979 and 1980 are examples of this stage
where the real price has risen but the supply does not increase
immediately so that the vacancy rate remains lower than the
natural rate. As described before, it takes a period of time
(approximate 2 years) for building projects to complete. As a
result, the supply cannot increase immediately but after a time
lag (approximate 2 years). When the new housing units are
completed, the supply increased and the vacancy rate
increased. At the same time, the real price remains at the
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high level. The market then moves to Stage III. Stage II is a
period of boom.
3. Stage III- This stage occupies that portion of the graph where
the real price is above 35 units and the vacancy rate is above
3.8%. The years 1981 and 1982 are examples of this stage.
During this period, purchasing power cannot catch up with the
property price and the vacancy rate is therefore high. As
such, there is a tendency for the real price to drop at the
start of Stage III (e.g. 1981). Some of the developers may be
able to sense the market. However, a large number of new
housing developments have been planned and commenced work in
Stage II. Therefore a large number of housing units will be
completed in Stage III. The developers cannot stop such
developments since they have already invested and committed on
such projects. Supply therefore continue to increase rapidly
and the vacancy rate remain at high level. The real price
finally drops and the market moves to Stage IV.
4. Stage IV- This stage occupies that portion of the graph where
the real price is below 35 units while the vacancy rate is
above 3.8%. This stage is a depression period and the year
1983 is an example. During this period, the real price drops
back to a low level. The supply has been reduced and the
vacancy rate drops gradually. The market then moves back to
Stage I. It is interesting to note that Hong Kong has suffered
from a political impact of the 1997 issue since middle of 1982
and the effects were prominent in 1983. Both the stock market
and the property market collapsed since mid-1982 until
mid-1984. However, we believe that even without such a
political impact, the property market still has to drop in the
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years 1983 to 1984. The political impact just accelerates the
down turn of the market.1 As a result, only 1 year (i.e.
1983) lies within Stage IV and the year 1984 will probably be
in Stage I or just at the boundary of Stage I and Stage IV.
Findings from the Graphs of Real Price versus
Per Capita Supply and Per Capita Demand
Figure 6 shows the real price versus the per capita supply
while Figure 7 shows the real price versus the per capita demand.
As illustrated in these 2 graphs, the demand curves are within a
strip which is wider than the strip of the supply curves.
It can also be realized that if the point for 1983, when
there was a heavy political impact on the property market, is
removed from the graph, the strip of supply curves will be even
narrower. This phenomenon indicates that non-price factors affects
the demand more than the supply. That is, non-price factors have a
heavier weight of the total influences affecting the demand than
the supply.
1The property price dropped rapidly while the building
development projects in the private sector stopped or suspended
since Mid-1982 whenever possible.
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THE CONCEPT OF THE MARKET
Conventional business theory calls upon market reflects both
demand and supply simultaneously. Through the market, consumers
make known their decisions to buy or not to buy through the
market, producers make known their willingness and ability to
produce or not to produce. The market thus is an elaborate network
through which the preferences and decisions of buyers and sellers
are communicated and balanced against one another.
A Dynamic Theory of Property Market-
'Cobweb' Theorem
It is known that production of commodity takes time and
therefore the supply of commodity cannot always react quick enough
to catch up changes in the market. Consequently, we have to
include the time element into the supply and demand analysis of
market behaviour. This phenomenon can be examined in a literary
way using the Hong Kong domestic property market.
In the previous chapters, it has been assumed that both
supply and demand of domestic property are dependent on the same
price, niz the price currently in the property market. This may
well be an over-simplification, especially in the case of supply of
domestic property.
Imagine property developers putting up buildings
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construction of buildings takes time and often there is a time lag
t between the decision to start construction and new buildings
coming into the property market. In other words, the decision
about how many houses to supply in the property market t years
afterwards will depend on the property price prevailing now.
Demand or domestic property on the other hand reacts more
quickly than the supply of buildings in the property market. The
buying/selling transaction can be completed in one or two days.
The level of demand of property depends very much on the purchasing
power of buyers and price of property set at that moment by sellers,
The dynamic market situation of supply and demand can be
shown in a graph as in Figure 3.1. In the graph, the demand curve
indicates the number of domestic dwellings that will be demanded
now at price prevailing at present moment and the supply curve on
the other hand indicates for the present price how many of
dwellings will be offered for sales after the construction lag time
in the future.
Let us consider in detail the construction lag in the supply
and demand analysis with respect to the Hong Kong domestic property
market.
Assume the present price in Hong Kong domestic property
market is OP1. This will mean the domestic property
supply after the construction lag will be OQ2. For this
amount of quantity to be sold in the domestic property
market, the price after the construction lag must be OP24
which in turn will induce Hong Kong property developers to
build OQ3 units of dwellings and this will be sold at
market price OP3 after their construction lag time. Thus
the process will continue and the price and supply of
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dwellings in the domestic property market will interact on
each other. The interaction may either continue endless
into the future (see Figure 3.2) or come to an equilibrium
when the domestic property market attains its natural
position. (see Figure 3.1).
Important Findings
This paper, for the first time in all publications,
introduce a simple method of establishing the natural position of
Hong Kong domestic property market at equilibrium. Referring to
the observation on the relationship between real price and per
capita vacancy in Chapter II, an equilibrium can be achieved in the
Hong Kong domestic property when the vacancy of property is
controlled at 3.8%. This presents an effective way of monitoring
the Hong Kong domestic property market. Thus Hong Kong Government
or local property developers can manipulate the market price of
domestic property to their interest by controlling the property
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CHAPTER IV
DESCRIPTION OF SUPPLY AND DEMAND AND THE
USE OF REGRESSION ANALYSIS
Supply and Demand for Housing
As with any other goods and services, the price of housing
depends heavily on the supply and demand. However, property is a
kind of good which is different from others. The differences are
as follow:-
Property Other Goods
1. The consumption action 1. The consumption action is
is for a period of time. at a spot of time.
2. The supply in the market2. It can be consumed year
will drop immediatelyafter year until the
after consumption and newbuilding is demolished.
production is required to
maintain the supply.
3. Usually, the supply of a3. We define supply of housing
specific good during ain a specific year as the
specific year is definedtotal number of units
as the total quantity ofavailable for occupation at
goods that are producedthe end of that year
irrespective of age, size and put into the market
for sale during that yearand location of the property
24
Property
as well as irrespective of
whether they are vacant,
owner occupied or rented.
4. We define demand for housing 4. Usually, the demand for
in a specific year as the a specific good during
total number of units that a specific year is defined
are being occupied at the as the total quantity of
end of the year (no matter goods that are taken up,
rent or self-owned) according or consumed in the market
to Government's record, during that year.
irrespective of age, size and
location of the properties.
5. The useful data will be the 15. Same.
per capita supply and per
capita demand.
The above are the important concepts which form the basis of
our analysis in the remaining portion of this paper. Since
population is growing, the useful quantities will be the per capita
supply and per capita demand. Many people have defined the supply
and demand for property in the same manner as other goods, i.e.
supply is the total number of new units completed during a specific
year while demand is the total number of new units completed and
taken up during that year. We believe that data basing on such
definitions are useless and misleading. Our definitions can well
take into account of the facts that some old buildings had been
demolished (thus reduce the supply) and that some people moved from
Other Goods
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older flats to new flats (this does not affect the total supply or
demand). Good results obtained in the other chapters have
confirmed the validity of our definitions of supply and demand for
properties.
Regression Analysis
To substantial the statistical relationship among the
aforesaid factors and property price, we carried out a regression
analysis using the data from the domestic property market in past
ten years. The following regression equations summarise the
findings.
Definition of Various Terms
in the Equations
RELPRC- deflated price against WI
VAC- the difference between supply and demand
RELDEM- per capita demand
RELSUP- per capita supply
INT- interest rate
DRELPRC- rate of change in deflated price
Regression Equations
3953 RELDEM- 4038 RELSUF 3 INT 23(1) RELPRC
0.86R-squared
.0.76Ad-lusted R-squared
Since we have a R-squared relatively close to unity, the
deflated property price is strongly influenced by the per capita
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demand, and per capita supply in the market as well as the interest
rate. The interest rate probably plays an important role in the
loan/mortgage for construction and purchase of property. From the
equation, when the per capita demand increases, deflated price will
increase when per capita supply increases, deflated price will
decrease when interest rate increases, deflated price will
increase and visa versa. The coefficients of RELDEM and RELSUP
are relatively equal in magnitude but different insign this
suggest that the deflated price can be in turn related to the
vacancy i.e. the difference between supply and demand. This
substantiates the first part of this chapter that price of property




OTHER FACTORS AFFECTING THE PRICE OF THE
PRIVATE DOMESTIC PROPERTY MARKET
This chapter briefly explains the various factors other than
supply and demand that may affect the price of the private domestic
property market. The major factors are inflation, supply and
demand, vacancy and interest rate. The minor factors are rental
prices, nature and prices of public housing. Other non-
quantitative factors are also described such as expectations of
buyers and sellers, Government interventions etc. These factors
are described one by one as follows.
Inflation
Because of inflation, it is just natural that property price
should go up as a result of increased income and hence increased
purchasing power. However, the increase in price due to inflation
is meaningless and of little interest to us. What we are
interested in are the fluctuations of the real property price.
On dividing the nominal price by the wage index, which is the best
indicator of the purchasing power, we can obtain the deflated or
real property price. Instead of the wage index, the consumer
price index may also be used-as the deflator in finding out the
real property price. However, since the consumer price index
reflects the cost of basic necessities, which is not as relevant as
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the purchasing power, we have chosen the wage index as the deflator




Having defined the real price in such a manner, we then assumed
that inflation, as measured by the increase in wage index, has no
further effect on the real property price. We found out that it
works quite well with such an assumption.
Vacancy_
Vacancy is simply the difference between supply and demand.
Vacancy is defined as the total number of flats which are available
for occupation but are vacant at the end of a specific year,
irrespective of the age, size and location of the properties. The
useful and relevant information will be the vacancy rate which is
the vacancy expressed as a percentage of the total supply in Hong
Kong. Vacancy rate is a good market indicator for the change in
supply and demand, which has a significant effect on the price.
The higher is the vacancy rate, the bigger is the market force for
the real price to drop. At a certain vacancy rate, the market
force for the real price to rise or drop is zero. This point is
the natural vacancy rate, which separates Stage I and II from
Stage III and IV as described in Chapter 2.
Interest Rate
It is widely accepted that interest rate has an influence on
the property price. When interest rate goes up, it is a natural
way of thinking that property price will drop, and vice versa.
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However, this is only a consideration from the consumers' point of
view. If we look at the developers', or suppliers' point of view,
the result may be different. Since interest rate is the cost of
financing, a higher interest rate will mean a higher financing cost
and hence a higher total cost to a developer. With a higher cost,
it seems natural that property price should go up (may be with a
time lag) from the developer's point of view. The questions are
which force is higher and whether the forces come immediately or
with a time lag. The effect of interest rate on the real price is
therefore very complicated. Nevertheless, our findings in the
later chapters indicate that the long term effect of interest rate
on the real price is small compared with the effect due to change
in supply and demand.
Rental Prices
Most people agree that the property rental price will affect
the property price. However, it is more appropriate to say that
property price and rental price are related to each other and their
relationship will be affected by the interest rate. Investors who
purchase properties in order to earn rental income are indirect
consumers, or middlemen while the tenants are final consumers. -The
reasonable rate of return of such investments should be related
to the interest rate, i.e. opportunity cost of the investor. If
the rate of return is too attractive, more people will invest in
the property rental market and hence the property price will rise
while the rental price will.drop. The reverse is also true. The
property price and rental price are therefore more or less the same
thing and.depends on the same factors. They are packed to each
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other and their relationship depends on the reasonable rate of
return for property rental investments. The rental price may have
a short term influence on the property price. However, there is no
long term influence. An example of the relationship between the
rental price and property price is the relationship between the
stock market and the stock index futures market. The effect of
rental price on property price is therefore ignored in the rest of
the paper.
Public Housing
Comparing with private housing, public housings are usually
remote and small in size. furthermore, there are restrictions on
the re-sale of public houses as well as limits on the total family
income. Yet, the demand for public housing is high and there is a
long waiting list of applications for living in public housings.
The main attraction is the low price offered by Government. Public
housings are actually gifts or subsidies to those who are qualified
for application. since the market of public housing is small
compared with the market of private housing, the effect of public
housing on the private domestic property market is small and can be
neglected. Any effect will be confined to small flats in remote
areas. Furthermore, we tend to believe that the prices of private
domestic properties in the free market will affect the re-sale
prices of public housing on home ownership scheme (which can be
sold freely 5 years after occupation) rather than the other way
round. The effect of public-housing on the prices of the private




It is straight-forward that the higher the construction
cost, the higher is the property price. As long as the population
in Hong Kong does not decrease, the property price will not drop
below the construction cost in the long run. Otherwise, no body
will invest in the property market.
Other Non-quantitative Factors
1. Expectations of Buyers and Sellers-
This includes their expectations on the property prices,
expectations on the changes in economic factors and political
factors.
2. Government Interventions-
Rent controls and Government's supply of crown land through
public auctions are examples of Government interventions which
may have influences on the property price.
3. Others-
The constructions of mass Transit Railway System, the new
highways system, the improved infra-structure of Hong Kong and
the improved quality of building materials, etc. will have some




Land is a limited and valuable resource in Hong Kong and
most Chinese people are very much concerned about purchasing their
own flats in Hong Kong. We therefore concentrate our effort on how
to assess the present market and how to predict the trend of the
future prices of the domestic property market.
During the analysis in the previous chapters, we have found
out valuable information on the characteristics and behavior of the
various factors affecting the market. However, to enable us to
assess and predict the trend of the future market price, we only
need to observe the following.
Upper and Lower Limits of the Real Price
It is usually very misleading if one just look at the
absolute price without considering inflation, the increasing income
and hence the increasing purchasing power of the citizens. To
enable one to get an objective and true picture of the market, we
have to use the real price which is obtain by dividing the nominal
price by the wage index. The graph in Figure 2 gives the true
picture of the real price since 1974. As can be observed from the
graph, there is an upper limit of 48 units as well as a lower limit
of 23 units in the past 10 years. It is sensible that there must
be a limit above which the purchasing power cannot catch up with
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the property price so that the real price cannot go up any
further. On the other hand, construction cost which involve both
materials cost and labour cost also has a lower limit so that if
the property price is below that limit, no body will be willing to
build new buildings. The existence of both an upper limit and a
lower limit is therefore reasonable as long as the population in
Hong Kong continues to grow. According to our feeling without
any data on hand, we believe that the real price in 1984 is
slightly lower than that in 1983 and is around 23 units. In 1985
the domestic property price starts to move upwards and we believe
that it is a very good opportunity to purchase domestic property
now (i.e. early 1985). The property market will rise at a rate at
least equal to the inflation. In addition, there is a high
potential in the coming 3 to 5 years for the real price to move up
since the real price is currently at the lowest point.
Property Cycles as Explained by
the Cobweb Theorem
Apart from using the real price instead of using the nominal
price, we still have to define supply, demand and vacancy in the
correct manner before we can obtain any good reasons. Supply is
taken as the total number of units available for occupation while
demand is taken as the total number of units being occupied at the
end of a specific year irrespective of age, size and location of
the properties. Vacancy rate is therefore the difference between
supply and demand expressed as a percentage of supply. This is
further substantiated by the regression analysis in Chapter IV.
Basing on the above definitions, the grapn as snown in
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Figure 4 demonstrates the effect of the Cobweb's Theorem for the
past 10 years. According to the graph, we can again conclude that
it is a very favourable time to purchase domestic property at the
present moment. Without update figures on hand, we believe that
the points for 1984 and 1985 have moved to Stage I as described in
Chapter 2. The vacancy rate in 1985 will be low because most of
the development projects have been suspended in 1983 and 1984 so
that the number of new units completed and available in 1985 will
be very low. since the present (i.e. early 1985) price of the
property market is still at Stage I of the property cycle, the
real price will either remain in Stage I or move up to Stage II in
the subsequent years. The real price is extremely unlikely to drop
in the coming years. That is to say, the nominal property price
will move up at least by the amount equal to the rate of inflation
and there is a big potential for the price to climb up at a
substantial rate when the nominal price is concerned. A much
better picture can be obtained when the figures in 1984 and 1985
becomes available and plotted on Figure 4 in the near future.
Conclusion
Some people say that Hong Kong is a strange place and that
because of so many speculations in Hong Kong, the fluctuations of
Hong Kong's property market cannot be explained by academic
economic theories. To the contrary, our analysis clearly indicates
that the phenomenon of Hong Kong's private domestic property market
can well be explained by the existing economic theories. The
important things are to have a correct definition of supply,
demand, vacancy and to look at the real price rather than the
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nominal price of the properties. The main cause of the price
fluctuation is the change in supply and demand, and the change in
behaviours of buyers and sellers.
As discussed in the previous paragraphs, we arrive at the
conclusion that the present private domestic property price is
still very low. Provided that the population in Hong Kong
continues to grow, and that Hong Kong will be free from extremely
unfavourable political impact in the coming years, the future
private domestic property price has a high probability to climb up
to a high level in the coming 3 to 5 years when nominal price is
concerned. This will probably surprise many people. However, the
real price probably will not rise higher than the historical upper
limit of 48 units. (calculated in the same manner as that for





Supply at Demand at VacancyNo. of Units Nominal
the end of the end of Completed Priceat the enc
during the of thethe year ($/m2)the year
(No. of (No. of year (No. of year (No.
Units) Units) Units) of Units)
350,0001974 337,000 20,76! 2,69113,000
363,000 352,5001975 14,53C 2,72010,500
1976 382,000 373,800 15,42! 8,200 2,961
400,5001977 391,000 20, 87C 9,500 3,670
425,000 415,7001978 26, 23C 9,300 4,520
454,300 439,750 27,79E1979 7,77014,550
477,100 460,1001980 24, 99E 17,000 10,020
509,000 479,300 34,475 29,7001981 11,380
524,345 492,645 31,7001982 23, 90C 10,080
546,015 520, 485 23,860 25,530 8,0001983
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Table of Data (Cont'd.)
Populatior Wage Index Consumer Average Real Price
Price Index(100 in Interest (Wage
(100 in Jan.Jan. 1974) Ratecx Index as
1974 Deflatorp.a.
4,2001974 102 104.3 10.6 26.4
1975 4,350 105 105.3 6.9 25.8
4,4001976 122 109.7 6.3 24.3
4,5001977 136 115.3 5.0 26.9
4,6001978 159 5.9121.8 28.4
4,7101979 185 137.1 42.012.8
4,830 2151980 157.4 46.614.0
2501981 5,000 183.7 45.517.5
5,100 205.11982 269 14.3 37.5
5,200 298 226.31983 26.812.2
39
Table of Data (Cont'd.)
Per CapitaPer CapitaPer CapitaVacancyReal Price
VacancyDemandRate% Supply(Consumer
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Figure C
Wage Index versus Time
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Figure D
Consumer Price Index versus Time
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Figure E
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